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SPAIN AND THE FREE WORLD 


USTERITY MEASURES, introduced or planned in 

Spain to make that country eligible for economic aid 
from certain international agencies, may afford an early 
test of the present strength of the 20-year-old regime of 
Generalissimo Francisco Franco. Many observers dis- 
missed recent signs of growing popular restiveness under 
dictatorial rule with the observation that most Spaniards 
were more concerned about consumer prices and job oppor- 
tunities than about loss of civil liberties. However, drastic 
devaluation of the peseta' will increase prices for imported 
products. Employment opportunities, moreover, may be 
seriously affected by removal of import restrictions, reduc- 
tions in government spending, and credit restrictions—all 
called for by Spain’s economic stabilization plan. Benjamin 
Welles reported in a dispatch from Madrid to the New 
York Times on July 18 that “Powerful resistance, overt and 


covert, is expected when austerity measures start taking 
effect.” 


Strengthening of Spain’s shaky economy has been con- 
sidered essential since the country became of key impor- 
tance in the defense of Western Europe, and the resultant 
international support has put the Franco regime in better 
position to withstand internal threats. Spain, isolated 
politically and economically in the first years after World 
War II, already has gained entry to the United Nations, the 
International Bank for Reconstruction and Development, 
the International Monetary Fund, and the Organization 
for European Economic Cooperation. 


QUESTION OF ADMITTING SPAIN TO ATLANTIC PACT 


Continuing exclusion of Spain from the North Atlantic 
Treaty Organization appears more than ever anomalous 
now that a network of American military bases there is 
finally on the point of completion. State Department and 


1The International Monetary Fund on July 18 announced agreement with Spain 
on a new exchange rate of 60 pesetas to the dollar, which approximated the free 
market rate. The previous official exchange rate was 42 pesetas to the dollar. 
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Pentagon spokesmen long ago made known this country’s 
desire to bring Spain into the North Atlantic alliance,? but 
Great Britain, Denmark, Iceland, Norway and until recently 
France have stood out against admitting a country ruled 


by a dictator who was helped to power by Hitler and 
Mussolini. 


New maneuvering to bring about Spain’s entry into NATO 
apparently began at a conference of American, British, 
French and West German foreign ministers held at Paris 
last spring to concert Western policy in advance of the East- 
West foreign ministers’ meeting at Geneva. Official ac- 
counts of the Paris conversations contained no mention of 
admitting Spain to NATO, but the London Times reported 
on May 6 that the question “once again became actively 
canvassed,” and that the de Gaulle government, breaking 
away from the policy of its predecessors, was “the chief 
sponsor.” Livingston T. Merchant, Deputy Under Secre- 
tary of State for Political Affairs, assured the Senate For- 
eign: Relations Committee on May 7 that “We would 
welcome Spain’s membership in NATO.” 


Short of a compelling international emergency, however, 
it may be difficult to make Spain a partner in the North 
Atlantic alliance. New members can be admitted only 


when all existing members assent, and opposition to invit- 
ing Franco Spain to join is still strong in some European 
countries. The North Atlantic Treaty will soon be open 
to revision,? but any proposal to modify the provision re- 
quiring unanimous agreement to admission of new members 
would itself have to be approved by all of the 15 countries 
now belonging to NATO. 


2 Robert C. Hill, then Assistant Secretary of State for Congressional Relations, 
wrote Sen. Theodore F. Green (DR.I.) March 8, 1957, that it was U.S. policy to 
create a “climate favorable to eventual Spanish participation in Nato.” The 
late Secretary of State John Foster Dulles visited Madrid, Dec. 20, 1957, to review 
with Franco decisions taken at the just preceding Paris meeting of the North 
Atlantic Council—NatTo’s post-sputnik summit meeting that was attended by President 
Eisenhower and other heads of government. 

* Article 12 provides: “After the treaty has been in force for ten years, or at 
any time thereafter, the parties shall, if any of them so requests, consult together 
for the purpose of reviewing the treaty, having regard for the factors then affecting 
peace and security in the North Atlantic area ...” The treaty, signed April 4, 
1949, was declared in force by President Truman at 11:42 A.M., Aug. 24, 1949. 





Spain’s Economic Handicaps and Woes 


SPAIN’S ECONOMY has lagged under Franco not only be- 
cause of the chilliness of the nation’s relations with its 
European neighbors, but also because of the exhausting 
effects of the civil war of 1936-39. Certain natural handi- 
caps always have been a drag on the country’s economic 
development. Insufficient rainfall makes Spain’s climate 
the driest in Western Europe. Cultivation of much of the 
land in this primarily agricultural nation depends on irri- 
gation, but a number of important rivers are too deeply 
sunk in rocky valleys to be usable for irrigation purposes. 
Almost three-fourths of Spain’s electric power is produced 
by hydroelectric plants on nine unnavigable rivers; when 
they run dry, as often happens, severe power rationing 
must be enforced. A generally low industrial output is the 
result of shortages of electric power and of many raw 
materials. The mountainous conformation of the land 
has been an obstacle to development of an adequate and 
efficient railway system. 


An American Air Force officer well acquainted with 
Spain has written of the situation in which that country 
was left 20 years ago at the end of the civil war: 


Roads, railways and bridges had been destroyed. Countless 
homes, public buildings and commercial edifices had been reduced 
to rubble, and crops and farm stocks had been confiscated to feed 
hungry troops. The manpower required to revitalize ravaged 
farms had been decimated; and even the gold reserves, so sorely 
needed to revitalize Spanish industry, had been spirited away 
to Moscow.‘ 


When Franco’s forces were threatening Madrid in Octo- 
ber 1937, the republican government shipped the gold re- 
serves, estimated to have had a value in excess of $600 
million, to the Soviet Union for safekeeping. An editorial 
in Pravda, April 5, 1957, asserted that the Spanish gold 
was exhausted in purchases made by the republican gov- 
ernment. Whatever the truth of the matter,5 Spain found 
itself at the close of the civil war without the resources 
to finance acquisition abroad of the capital goods needed 


“Richard C. Harris, Highlights of Spanish History (1956), p. 249. 
5 Time magazine said, June 1, 1959: “Franco is making another attempt to recover 
Spanish gold deposits sent to Russia for safekeeping by Juan Negrin’s civil war 


regime. Secret talks on the subject already have been held between the Spanish 
and Soviet embassies in Paris.” 
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to rehabilitate the nation’s transportation and industrial 
facilities. 


With a per capita annual income of about $300, Spain 
is, next to Portugal, the poorest country in Western Europe. 
Emmet John Hughes stated in a recent article on Spain: 
“While the total population has risen almost 20 per cent 
(from 25,000,000 to nearly 30,000,000) in the last twenty 
years, the value of agricultural production has remained 
exactly the same. For uncounted scores of thousands, 
especially in the countryside and villages, this simple sta- 
tistic means hunger, tuberculosis, and home in a slime- 
filled cave.” ® 


OSTRACIZING OF FRANCO REGIME AFTER THE WAR 


Postwar political and economic pressure on Spain to get 
rid of Franco undoubtedly exacerbated the country’s eco- 
nomic troubles. Spain was barred from the United Na- 
tions in 1945 under a resolution adopted at the organizing 
conference in San Francisco which called for exclusion of 
“nations whose regimes have been established with the aid 
of the armed forces of countries that have fought against 
the United Nations, as long as those regimes continue in 
power.” A joint statement by the United States, Great 
Britain and France on March 4, 1946, urged the people of 
Spain to remove Franco and establish a “caretaker govern- 
ment under which the Spanish people may have an oppor- 
tunity freely to determine the type of government they 
wish to have and to choose their leaders.” 


A resolution adopted by the U.N. General Assembly in 
December 1946 recommended that U.N. members withdraw 
their ambassadors and ministers from Madrid.” The reso- 
lution also barred Spain “from membership in interna- 
tional agencies established by or brought into relationship 
with the United Nations and from participation in confer- 
ences or other activities which may be arranged by the 
United Nations or by their agencies.” Spain thus was ex- 
cluded from virtually all international political or economic 
conferences. 


Spain was the only European country not invited to the 
meeting in Paris in July 1947 that set up the Organization 


*Emmet John Hughes, “Spain's Coming Ordeal,” Esquire, May 1959, p. 92. 


7Only Argentina retained an ambassador at Madrid. U.S. Ambassador Norman 
Armour had left in November 1945, and no successor was appointed. See “Relations 
With Spain,” E.R.R., 1949 Vol. Il, pp. 638-641. 
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for European Economic Cooperation to implement the Mar- 
shall Plan. Most Western European countries traded with 
Spain, but they opposed formal joint economic cooperation 
with the Franco regime. Therefore, while other European 
countries were receiving extensive Marshall Plan aid from 
the United States, Spain was forced to do without. Franco 
told a New York Times correspondent in mid-March 1957 
that “Although the Marshall Plan was a source of immense 
benefit to others, it did great harm to our trade because it 
made our customary European purchasers much less inter- 
ested in buying our produce.” 


When the North Atlantic Treaty was negotiated in 1949, 
Portugal was the only signatory known to have urged that 
Spain be included in NATO. Secretary of State Dean Ache- 
son said at a press conference, May 11, 1949, that any 
move to bring Spain into joint recovery and defense efforts 
would have to come from European nations. It seemed clear 
to the Western European governments, Acheson stated, 
that an “intimate working partnership” in economic and 
defense matters was not possible with a regime denying 
those basic individual rights which marked the difference 
between free Europe and the Iron Curtain countries. Ache- 
son said that neither the Western European nations nor 


the United States expected a “full-flowered democracy” in 
Spain, but that some move to liberalize the regime was 
essential. 


The attempt to bring about Franco’s downfall through 
international political and economic pressure nevertheless 
got nowhere. Carlton J. H. Hayes, a former Columbia 
University history professor who was U.S. ambassador to 
Spain during World War II, has observed: “Most Span- 
iards, regardless of their opinion of General Franco, have 
resented the ‘hostile foreign campaign against him, and, 
however much they had had to pull in their belts, they have 
not rebelled against him. There is no doubt that in 1950 


he commanded a greater popular loyalty within Spain than 
he did in 1945.” 8 


CHARACTERISTICS OF RECENT ECONOMIC CRISIS 


A deteriorating economic situation has been Spain’s pri- 
mary problem. The country in the past few years has expe- 
rienced serious inflation. Money in circulation rose 38 per 
cent from 1956 to 1957, largely because of a 40 per cent pay 


® Carlton J. H. Hayes, The United States and Spain (1951), p. 163. 
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increase for most workers. Although the increase in note 
circulation was cut to 6 per cent in the first nine months of 
1958, Donald B. MacPhail of the International Cooperation 
Administration told the Senate Foreign Relations Commit- 
tee on May 7, 1959: 


Spanish efforts to improve their economy have not been com- 
pletely successful. . . . Beginning early in 1957, the Spanish gov- 
ernment embarked on a program of reforms. The peseta was 
devalued, budget deficits reduced, and some public investment 
curtailed. The inflationary spiral was somewhat contained, but 
it must be recognized that inflationary pressures have continued 
to mount. 


During the past two years the cost of living in Spain has 
climbed nearly 60 per cent, according to some estimates. 
The peseta dropped from an official value of 42 to the 
dollar to 54.9 on the free market in September 1958, and 
to 59.6 in December 1958. 


Spain has had a chronic balance of payments problem. 
Continuing inflation and increased imports have virtually 
exhausted Spanish foreign exchange reserves. The nation’s 
liquid assets in U.S. banks are down to about $3 million. 
Without the help provided under the U.S. aid program, 
Spain would already have had to face the prospect of doing 


without vital imports. 


Report OF O.E.E.C. MIssIOnN TO SPAIN 


The Organization for European Economic Cooperation 
sent a mission to Spain in the spring of 1959 to diagnose 
the economic situation. It found that gold reserves had 
fallen by $160 million between the end of 1955 and October 
1958, and since then had been almost entirely used up. The 
Bank of Spain still holds $57 million in gold, but this is 
an untouchable reserve needed to support the national cur- 
rency. Steadily rising imports and almost static exports 
have resulted in a chronic adverse trade balance. Spain’s 
trade gap increased from $138 million in 1955 to $286 
million in 1956 and to $353 million in 1957 and amounted 
to $310 million in 1958. The report of the O.E.E.C. mission 
concluded: “In view of the small reserve of foreign ex- 
change, the unsettled position with regard to exports, and 
the pressure being exerted on foreign exchange availabili- 
ties by the demand for imports of essential products, any 
undue delay in restoring the external position of Spain may 
provoke a crisis.” 
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POLICIES CONTRIBUTING TO ECONOMIC TROUBLES 


Spain’s current economic plight has been attributed in 
part to governmental mismanagement of an admittedly un- 
favorable situation. Restrictive trade policies and bureau- 
cratic red tape and inefficiency are held partly responsible 
for the fact that the Spanish economy stagnated while 
other countries of Western Europe achieved economic re- 
covery. Economists believe that Spain’s industrialization 
program of the past six years was pushed too rapidly, was 
too ambitious in relation to Spanish resources, and conse- 
quently made for inflation. Industrial expansion was forced 
by heavy government spending financed by extensive bor- 
rowing and by printing-press money. Expenditures by a 
multitude of semi-official agencies have been a prime cause 
of inflation. Total government outlays have been increas- 
ing by about 10 billion pesetas annually and have now 
reached about 80 billion pesetas. 


Critics have pointed out that, in the drive for speedy 
industrialization, Spaniards have overlooked the need to 
strengthen the country’s agricultural base, which cannot 
now support a modern industrial structure. When Donald 
B. MacPhail testified before the Senate Foreign Relations 
Committee on May 7, he pointed out: “During the last 20 
to 30 years agricultural investments have been neglected, a 
distorted price structure has developed, and antiquated pro- 
duction methods have changed little. Despite U.S. help 
and Spain’s own substantial efforts, production has barely 
kept up with the growth of population.” Although agricul- 
tural exports bring in most of Spain’s foreign exchange 
earnings, the country’s agricultural potential has not been 
fully realized. Arnold Beichman, press officer for the Inter- 
national Confederation of Free Trade Unions, summed up 
the situation after a visit to Spain early this year: 

It is not that Spanish agriculture suffers from the lack of water 
alone; it also suffers from lack of modern agricultural machinery, 
lack of fertilizers, erosion, lack of irrigation. ... It suffers also 
because in the north land holdings are small and inefficient and 
in the south large holdings are owned by absentee landlords... . 
Agricultural development and technological improvement, as well 


as the development of better marketing and processing facilities 
must be accelerated.® 


Refusal to open Spain to foreign capital investment is 
thought to have contributed to the country’s economic ills. 


*Arnold Beichman, “Conversation with ‘Conspirators,’” Columbia University 
Forum, Winter 1959, pp. 10-11. 
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Foreigners were forbidden, from the end of the civil war 
until the law was virtually repealed a fortnight ago, to own 
more than 25 per cent of the capitalization of Spanish 
mining or manufacturing companies, with a few Cabinet- 
approved exceptions. Foreign investment in oil explora- 
tion enterprises also was prohibited until last December 
despite the fact that Spain produces no petroleum and uses 
about 60 per cent of its earned foreign exchange to pay 
for oil imports.’ Restrictive regulations on the transfer 
out of Spain of profits from investments of foreigners there 
has operated to discourage the inflow of foreign capital. 


Spain’s economic growth probably has been hampered by 
the government’s fondness for fiscal and trade controls. 
Price regulations and restrictions on internal and external 
commerce have nullified competitive advantages and worked 
to lower efficiency and productivity. Overvaluation of the 
currency tended to price Spanish products out of world 
markets and so hold down exports and foreign exchange 
earnings. Import and export licensing and a complicated 
system of multiple exchange rates,!! amounting to premiums 
or taxes on foreign trade, also operated to destroy business 
confidence and distort prices. 


Only about 9 per cent of Spain’s foreign trade is now 


free of quotas, licenses, or other controls. Spanish import- 
ers are required to make their purchases in accordance 
with bilateral barter agreements between Spain and other 
nations. The official controls have been so onerous that 
an estimated 25 per cent of the country’s total foreign trade 
is carried on by smugglers. 


” The Spanish Cortes on Dec. 22, 1958, approved a bill under which foreign oil 
companies will be allowed to explore for petroleum deposits and exploit discoveries 
on a 560-50 basis. 


1 Exchange rates ranged from 11 to 90 pesetas to the dollar according to the 
product to be imported or exported. 





Aid to Spain for European Defense 


DEMANDS for a change in American policy toward Spain 
began to be heard in 1948. Spanish-aid advocates sought 
to have Spain included in plans for strengthening Western 
Europe economically and militarily against the apparently 
growing threat of Soviet aggression. Franco’s consistent 
anti-Communist stand and Spain’s strategic location were 
cited in favor of a new attitude toward Madrid. By 1949 
the policy of ostracizing Franco was being abandoned by 
an increasing number of U.N. members, notably the Latin 
Americans, but the United States and the democratic na- 
tions of Western Europe still had no ambassadors in 
Spain.” 


The North Korean Communist attack on South Korea 
in June 1950 precipitated a decision in Washington to work 
for cooperation with the Franco regime. Fundamental to 
the change in policy was the conviction that Spanish mili- 
tary cooperation was necessary to the defense of Western 
Europe, and that improvement of Spain’s economy was 
necessary to make Spanish military cooperation effective. 
The U.N. General Assembly responded to the new American 
policy by adopting a resolution on Nov. 4, 1950, revoking 
the 1946 recommendations on diplomatic representation in 
Madrid and on exclusion of Spain from U.N. specialized 
agencies."2 Stanton Griffis was appointed American am- 
bassador to Spain on Dec. 27, 1950. Congress on Sept. 6 
of that year had authorized a loan to Spain of $62.5 mil- 
lion.'44 That loan, extended by the Export-Import Bank in 
1951, constituted the first step in what was to become an 
extensive program of economic aid to Spain. 


U.S. AGREEMENT WITH FRANCO ON BASES AND AID 


Debate on the arming of NATO to deter Soviet aggression 
in Western Europe led early in 1951 to an American policy 
decision on Spain’s role in the defense of Western Europe. 
Defense Department officials favored admitting Spain to 
NATO on military grounds, but the British and French 


12See “Franco Spain and European Defense,” E.R.R., 1951 Vol. II, pp. 867-885. 

18 By the end of 1951 Spain had been admitted to the U.N. Food and Agriculture 
Organization, the International Civil Aviation Organization, and the World Health 
Organization. Spain joined the U.N. Educational, Scientific and Cultural Organiza- 
tion in 1952 and the United Nations itself in December 1955. 


%In an amendment to the Economic Cooperation Administration authorization act 
for fiscal 1951. 
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governments opposed that course. On the day the Senate 
finally approved the so-called troops-for-Europe resolution, 
April 4, 1951, it adopted an amendment by Sen. Joseph 
R. McCarthy (R Wis.) urging utilization of the military 
resources of West Germany and Spain. 


Secretary of State Acheson on July 18, 1951, called Spain 
essential for European defense. He announced that strate- 
gic reasons impelled the United States to undertake talks 
with Franco for “the sole purpose of ascertaining what 
Spain might be willing and able to do to contribute to the 
common defense.” Following conversations that month be- 
tween Franco and Adm. Forrest Sherman, Chief of Naval 
Operations, negotiations were initiated which finally re- 
sulted in the signing of three agreements on Sept. 26, 1953. 
The agreements provided for construction by the United 
States of air and naval bases in Spain, for joint U.S.- 
Spanish use of the bases for 10 years (until 1963),!° and 
for extension of American military and economic aid to 
Spain. 


Building of the air-naval base complex, at a cost of about 
$400 million, has been almost completed. Major compo- 
nents of the network are a naval harbor and air base at 
Rota near Cadiz and four Strategic Air Command bases 
near Seville, Madrid and Saragossa. The principal bases 
are linked by a fuel pipeline stretching 485 miles across 
Spain, from Rota on the Atlantic to Saragossa in the north. 
In the Rota base the U.S. Sixth Fleet has its first adequate 
harbor and most powerful air base in the Mediterranean 
area. Auxiliary installations include an air supply depot, 
seven radar sites, two naval fuel and ammunition storage 
depots, and an international communications center. 


EXTENT AND OBJECTS OF AMERICAN AID PROGRAM 


Spain had received more than $1.1 billion in American 
economic aid when the fiscal year 1959 ended June 30. An 
additional $363 million went for military aid to Spanish 
forces. Most of the assistance has been rendered under the 
terms of the 1953 agreements in return for the right to 
establish the military base network on Spanish territory. 
American military men felt that establishment of the bases 
would be neither practicable nor militarily effective with- 
out concomitant strengthening of the Spanish economy, 


% Either signatory may cancel the agreement in 1963, in which case the bases 
would revert to Spain. 
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for Spain’s economy in 1953 was not capable of support- 
ing the major military construction to be undertaken. 


Planning of economic aid was concentrated on improv- 
ing the three basic sectors of greatest weakness—agricul- 
ture, electric power, and transportation. U.S. programs 
have financed more than $25 million worth of agricultural 
equipment, and substantial amounts have been allotted to 
irrigation projects, terracing for soil conservation, and 
consolidation of fragmented land holdings.. Assistance in 
the electric power sector has helped to reduce crippling 
power shortages. Transportation systems serving the 
American bases have been greatly improved. Highest 
priority was given to rehabilitation of railroads; the strate- 
gic line between Madrid, the bases at Seville, and the naval 
base at Rota—about 600 miles of track—has been renewed. 


It is sometimes alleged that the presence of 9,000 free- 
spending Americans at the bases in Spain constitutes an 
inflationary factor. But American officials insist that the 
aid program thus far has clearly had a net deflationary 
effect. Spanish inflation has not been controlled, but it 
would have been worse without U.S. aid. With a view to 
curbing inflation, the major portion of economic aid, since 
sometime in fiscal 1957, has been transmitted in the form 
of industrial raw materials and agricultural commodities. 
Grant aid of all types, combined with the savings to Spain 
derived from purchases of American agricultural surpluses 
at low cost, has far exceeded the value of Spanish resources 
withdrawn for base construction or for direct U.S. use in 
Spain. A British journalist and economist wrote recently 
of the impact of American economic aid on Spain: 

It has been the fashion in both Spain and the United States 
to play down the importance of American aid—in Spain for rea- 
sons of national pride, in the United States out of political, diplo- 
matic and military considerations. But the facts speak for them- 
selves. . . . Undoubtedly the expansion in apartment construction, 
the new factories, the degree of improvement in roads and even 
in railroads . . . could never have been accomplished without help 
from .. . almost a billion American dollars appearing in one form 
or another within the country. . . . Nor does this include private 
loans. In a country with an annual income which runs around $6 
billion . . . an average input of an extra $100,000,000 is by no 
means inconsiderable. . . . The question that nobody dares to raise 


is what will happen to Spain when and if American aid should 
cease,16 


%*® Mildred Adams, “Twenty Years of Franco,” Foreign Affairs, January 1959, 
pp. 266-267. 
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American economic aid to Spain is not likely to cease as 
long as it is considered necessary to strengthen Spain’s 
economy for the common defense. Spanish internal eco- 
nomic stability is regarded as vital to the continuing opera- 
tion of the network of bases. In the administration’s Mu- 
tual Security program for fiscal 1960 the defense support 
allotment proposed for Spain was larger than that for other 
European areas,'? though smaller than the corresponding 
allotment for fiscal 1959. Deputy Under Secretary of State 
Merchant told the Senate Foreign Relations Committee on 
May 7 that defense support funds for Spain would be used 
“essentially to control inflation.” He said that Spain would 
have to rely on other sources of financing for its new cap- 
ital equipment needs. 


MULTILATERAL AID FOR ECONOMIC STABILIZATION 


Intra-European economic cooperation has been advocated 
in the belief that economic welfare depends upon it. Vari- 
ous organizations for economic integration, beginning with 
O.E.E.C., have proceeded on the assumption that a larger 
and more competitive market will lead to greater efficiency 
and faster growth, which in turn will enable the economy 
of Western Europe to prosper without outside aid. For 
this reason the United States recently has sought to pro- 
mote closer ties between Spain and other Western European 
countries. Spain on Jan. 10, 1958, became an associate 
member of O.E.E.C., occupying a status similar to that of 
the United States and Canada, with the right to participate 
in meetings of the organization but not to vote. Eight 
months later, on Sept. 15, 1958, Spain joined the Interna- 
tional Monetary Fund and the International Bank for Re- 
construction and Development. 


Full membership in O.E.E.C. was accorded Spain on 
July 20 of this year, when Madrid’s third and latest draft 
of an economic reform program was accepted. Franco’s 
government had been consulting for almost a year with 
O.E.E.C. and International Monetary Fund experts on plans 
for economic stabilization that would meet conditions’ im- 
posed by those organizations on prospective borrowers. 
Announcement was also made, July 20, of an international 
package of loans, totaling $375 million, to help Spain carry 
through its economic stabilization program. O.E.E.C. will 


The Mutual Security program for fiscal 1960 proposed economic aid in Europe 
only for Spain, Yugoslavia and West Berlin, all involving special situations related 
to strategic U.S. interests. 
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lend $100 million, I.M.F. $75 million, a group of American 
private banks $70 million, and the U.S. government $130 
million.’ In addition, Madrid has been assured that in 
financing its 1959 investment budget it may use $123 mil- 
lion’? in peseta counterpart funds accumulated from sales 
of U.S. surplus farm products. 


Under 0O.E.E.C.’s program of trade liberalization—i.e., 
joint removal of quantitative restrictions on trade—intra- 
European trade and payments have been largely freed of 
restrictive import quotas and currency controls. Despite 
the advantages in economic cooperation, observers say Spain 
could not have afforded to remove restrictions from com- 
petitive imports without assurance of a big loan for eco- 
nomic development. In comparison with most O.E.E.C. 
member countries, Spain is an underdeveloped area. Mod- 
ification of Spanish protective trade restrictions will involve 
difficult adjustments for Spanish industry. Very probably 
it is Spain’s near-bankruptcy that has forced the Franco 
government to accept the drastic economic adjustments 
prescribed. 


FEATURES OF FRANCO’S NEW AUSTERITY PROGRAM 
The 43 per cent devaluation of the Spanish peseta, an- 


nounced July 18, was the first step in an austerity program 
designed to check inflation and restore Spain’s external pay- 
ments position. Domestic aspects of the reform program, 
scheduled for immediate introduction, include tax increases, 
tightening of tax collections, and curbing of expenditures— 
calculated together to put an end to deficit financing by 
next year. A ceiling of 85.4 billion pesetas will hold total 
government spending at about its present rate. Ceilings 
are to be imposed on credits for semi-official agencies. The 
National Institute of Industry, which acts as a kind of hold- 
ing company for these state-owned enterprises, is already 
offering stock in many of the companies to private inves- 
tors. Expansion of private credit has been limited to 11 
billion pesetas, which is half the expansion rate of last 
year, and interest rates have been increased.?° 


Spain has promised gradually to abolish price controls 


1% The $130 million breaks down into $40 million in defense support funds under 
the Mutual Security program, $30 million from the Export-Import Bank, and $60 
million in peseta counterpart funds received from sale of U.S. surplus farm products 
under Public Law 480. 

1% Calculated at the new exchange rate of 60 pesetas to the dollar. 

” An increase in the Bank of Spain’s rediscount rate, Aug. 3, bringing it to the 
highest in Western Europe, was said in dispatches from Madrid to have been received 
“unpleasantly” in financial circles. 
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and other official controls over domestic trade. The mul- 
tiple exchange rate applied to imports and exports will be 
replaced by the single rate of 60 pesetas to the dollar. 
Lastly, quantitative restrictions on foreign trade will be 
gradually removed, in accordance with the O.E.E.C. trade 
liberalization program. Quotas on imports from O.E.E.C. 
countries will receive first attention,”! starting with removal 
of quantitative restrictions on imports of industrial raw 
materials and spare parts. Tariff measures now under 
study will protect Spain’s infant industries. 


Many observers have pointed out that Spain’s austerity 
program, while economically sound, will spell short-range 
distress for the Spanish people. The success of the eco- 
nomic reform will depend to a large extent on public con- 
fidence in the Franco regime. Spanish Minister of Com- 
merce Alberto Ullastres said in Washington, D. C., July 
15: “The new phase will necessitate some sacrifices for 
the Spanish people. But I think they are prepared for 
certain sacrifices. . . . I don’t think such hardships will be 
felt longer than one year.” 





Franco and Future Government of Spain 





CENSORSHIP of the Spanish press increases the difficulty 
of estimating whether Franco can count upon broad pop- 
ular support or whether, as often reported, Spain is seeth- 
ing with- anti-Franco sentiment. The truth probably lies 
somewhere between. The dictator has remained in power 
for 20 years partly because the great majority of adult 
Spaniards hesitate to provoke or support agitation which 
might lead to another civil war. As Hayes has said: 

What would be the alternative to the present regime in Spain? 
Most Spaniards, including many who heartily dislike Franco and 
are highly critical of his rule, fear the alternative would be a 
renewal of domestic strife between “Leftists’?’ and “Rightists,” 
Republicans and Monarchists, Liberals and Traditionalists, Anarch- 
ists and Socialists, and a consequent recurrence of violence and 


civil war, ending in another kind of dictatorship worse than the 
present.22 





“The O.E.E.C. program to remove quantitative restrictions is embodied in its 
Code of Liberalization, adopted in August 1950. Member countries committed them- 
selves to abolish quantitative restrictions on specified percentages of private imports 
from all other member countries and their overseas territories at specified dates. 

“Carlton J. H. Hayes, op. cit., pp. 182-183. 
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Courtney Sheldon, a Christian Science Monitor corre- 
spondent in Madrid, reported in that newspaper on July 
17 that “One estimate given here of the duration of the 
present dictatorship is that there certainly will be no revolt 
within five years.” Although Franco has made every 
effort to establish an enduring government, it is agreed 
that if the dictator, now 66 years old, manages to stay in 


office as long as he lives, a struggle for power will be almost 
inevitable when he goes. 


PLAN TO RESTORE A KING AT DICTATOR’S DEATH 


Franco in 1947 promulgated a Law of Succession pro- 
viding for eventual re-establishment of the monarchy in 
Spain. The future king is to be chosen by Franco or, in 
the event of his prior death or incapacity, by a “Council 
of the Realm” subject to a two-thirds vote of approval by 
the Cortes. Franco in any case intends to remain chief of 
state for life, and he has not yet designated anyone to 
ascend the Spanish throne at his death. 


The Law of Succession stipulates that the king must be 
a Spaniard of royal blood, Roman Catholic, more than 30 
years of age, who will swear to uphold the basic laws 
established by the Franco regime, i.e., the principles of 
the National Movement or Falange, Spain’s only legal 
political party. Don Juan de Bourbon, 44-year-old son and 
heir of Spain’s last king,?* has long been antipathetic to the 
Franco regime and the Falange. Immediately after the 
Law of Succession was promulgated, Don Juan, who lives 
in exile in Portugal, issued a manifesto refusing to recog- 
nize Franco’s right to designate a king of Spain or to im- 
pose conditions on his assumption of authority. Franco 
told New York Times correspondent C. L. Sulzberger last 
winter that Don Juan could lay valid claim “to all the 
rights of inheritance; no doubt he has the most natural 
rights and claims.” But he added: “Whoever succeeds to 
the throne must first accept all the conditions and stipula- 
tions of the Act of Succession. The monarchy would have 
to rest upon our prevailing laws.” 4 


It seems unlikely that Franco will accept Don Juan as his 
successor. The two men have maintained correct but cool 
relations since 1954, when they agreed that Prince Juan 


*%Spain’s last king was Alfcaso XIII, who was forced to abdicate in April 1931; 
he died in 1941. 


% New York Times, Feb. 16, 1959. 
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Carlos, Don Juan’s son, should be educated at Spain’s mili- 
tary academies. Many observers think the 22-year-old 
Juan Carlos is being groomed, both by his father and by 
Franco, to lead a restored monarchy. 


OBSTACLES TO DEMOCRACY; OPPOSITION TO FRANCO 


Efforts to establish democratic, or even constitutional, 
government in Spain have been plagued by special difficul- 
ties. The country’s backward economy and poor trans- 
portation system are reflected in tenacious particularistic 
traditions. The Spanish people have strong regional in- 
terests and are characteristically more devoted to their 
native provinces than to Spain as a whole. The Spaniard 
is an individualist and does not adapt well to political 
cooperation. The political picture in Spain a few years ago 
was described as follows: 

The one great fear is that something will happen to Franco 
before definite and firm arrangements can be made for a peaceful 
succession which will be acceptable to the majority of the Spanish 
people; and if there is any organized political plotting in Spain 
today [1955] it is to that end rather than to plan or foment 
a rebellion which might once again plunge Spain into the horrors 
of a new civil war. Nor is there any serious planning or plot- 
ting for the re-establishment of the republic or of a democracy 
fashioned after the North American model. Spaniards explain 
that the temperament of the Spanish people, combined with their 
lack of popular political education, would make any attempt to 
establish such a system only too likely to end in political chaos.25 


The three pillars of the Franco regime—the Army, the 
Catholic Church, and the Falange—have thus far sub- 
merged their differences in fear of civil strife. But the 
long years of political immobility, inflation, and economic 
hardship have contributed to a degree of unrest. A part of 
the Falange is believed to be highly critical of Franco. 
Growing numbers of intellectuals, university students, and 
liberal workers seem to be dissatisfied with the restrictions 
on civil liberties. Possibly most significant, labor’s eco- 
nomic discontent has been expressed in sporadic outbreaks 
of strikes, which are illegal in Spain. 


Opponents of the Franco regime are drawn mainly from 
the younger generation, those who were not active partici- 
pants in the civil war. These dissident elements, however, 
apparently have not been able to form an effective alliance. 
According to former Ambassador Hayes: 





*® Richard C. Harris, op. cit., pp. 293-294. 
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There has not been, during the last century and a half, any 
general agreement in Spain on fundamentals of government, such 
as obtains in England or the United States. While in these latter 
countries two major parties . . . operate and compromise within 
a mutually accepted political framework, a deep and bitterly con- 
tested chasm has existed in Spain between “Left” and “Right,” 
between “Liberals” and “Traditionalists” ... With national politics 
a concern primarily of intellectuals and would-be intellectuals, and 
only spasmddically of the masses, it is natural that the contending 
Spanish parties and factions should be especially doctrinaire and 
unyielding.26 


During the past year a number of incidents involving 
anti-Franco elements have been reported. The government 
in November 1958 arrested about 80 young professional 
men and industrial workers, chiefly Socialists charged with 
anti-Franco activities. Most of them were imprisoned but 
released within a few weeks and placed under house arrest. 
The Spanish Union, a middle-of-the-road monarchist group 
led by Joaquin Satrustegui, held a dinner in Madrid, Jan. 
29, featuring speeches critical of the Franco regime. Sat- 
rustegui declared that Franco had seized power illegally 
and retained it by force. Though such declarations would 
have been regarded a few months earlier as intolerably 
subversive, the government took no punitive action. It 


has been suggested that a recent trend toward leniency in 
treatment of political dissidents may have been encouraged 
by fear of jeopardizing Spain’s prospects of obtaining for- 
eign economic aid. 


*Cariton J. H. Hayes, op. cit., pp. 71-72. 
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